Choice of law issues concerning contracts having intellectual or industrial property rights as their subject matter have traditionally been very controversial in all jurisdictions. This article deals with the applicable law under the new European conflict rules for contracts when a choice of law has not been made by the parties. Hence, its subject matter is the interpretation of Article 4 of the 2008 Rome I Regulation in the area of contracts relating to intellectual or industrial property rights. The lack of a specific provision on these contracts in the new Regulation may be a source of uncertainty and demands a special effort to provide guidelines to ensure its uniform interpretation in this field.
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I. Introduction
The typology of international contracts having intellectual or industrial property (IP) rights as their subject matter encompasses multiple categories of agreements that combine a great variety of clauses. This is only one factor influencing the choice of law issues concerning these contracts which have traditionally been very controversial in all jurisdictions. From a comparative perspective, national systems have envisaged very different solutions. Even among countries whose Private International Law ('PIL') systems are based on similar principles, significant divergences can be found to the extent that they have enacted specific conflict-of-law rules for these contracts. 1 In most systems the lack of specific provisions has been an additional source of uncertainty. This has also been the situation concerning the interpretation of the 1980 Rome Convention on the law applicable to contractual obligations. The difficulties in identifying the characteristic performance and the opposing views with respect to the relationship between paragraphs 2 and 5 of Article 4 have led to a disparity of views on the law applicable to these contracts and have seriously undermined predictability. The 2005 Proposal for a Regulation on the law applicable to contractual obligations (Rome I) 2 included in paragraph 1 of Article 4 a particular rule on the law applicable to 'a contract relating to intellectual or industrial property rights'
II. The New Structure of Article 4
The provisions on the law applicable in the absence of an express or implied choice by the parties are among those in which the transformation of the Rome Convention into a Regulation has resulted in the introduction of relevant amendments to the previous text. 7 The interpretation of the new text and the assessment to what extent it departs from the previous Article 4 deserve special attention given the pivotal role of those provisions in the conflict-of-laws system on international contracts. A basic underlying principle of Article 4 both in the Rome Convention and the Regulation is the so-called proximity principle that is founded on the idea that the applicable law should be that of the country with which the contract is most closely connected. However, this basic principle may lead to uncertainty in the law-finding process since, in the absence of specific criteria regarding its application, courts have a significant degree of discretion to determine the applicable law. By contrast, clear and reliable indications for the parties and the judge concerning the law applicable in the absence of choice contribute to reduce litigation. The new Regulation stresses that it is possible to achieve its general objective of contributing to legal certainty in the European judicial area only with highly predictable conflict-of-law rules. 8 The changes introduced in Article 4 are to a great extent aimed at achieving a clearer and more precise balance between conflicts justice -or proximity -and legal certainty with a view to ensure a sufficient level of predictability. It is noteworthy that the content of the first paragraph of Article 4 Rome Convention has as such disappeared in the Regulation. That paragraph proclaimed the basic principle that the contract shall be governed by the law of the country with which it is most closely connected. That idea is also essential in the new Article 4, as illustrated by the escape clause contained in paragraph 3 and the default rule of paragraph 4. However, Article 4 now begins with a new provision establishing the law applicable to certain categories of contracts by means of fixed and direct rules that only in exceptional circumstances may be disregarded. Additionally, the suppression of the express reference contained in Article 4(1) Rome Convention to the possibility that a severable part of the contract which has a closer connection with another country may be governed by the law of that other country seems related to the exceptional character of such mechanism and the additional risks it poses to legal certainty. A crucial element to the functioning of Article 4 Rome Convention was the existence of three presumptions concerning the law most closely connected with certain categories of contracts. Under the general presumption of paragraph 2, it is presumed that the contract is most closely connected with the country where the party who is to effect the performance which is characteristic of the contract has, at the time of conclusion of the contract, his habitual residence or its central administration. Specific provisions were provided for in paragraphs 3 and 4 for two categories of contracts to which the characteristic performance rule did not apply. Concerning contracts whose subject matter is a right in, or a right to use, immovable property it is presumed under Article 4(3) that the contract is most closely connected with the country where the immovable property is situated. Paragraph 4 was devoted to contracts for the carriage of goods. In practice, that system and its application by national courts raised significant difficulties that seriously undermined the predictability of the law applicable P.A. De Miguel Asensio "Applicable Law in the Absence of Choice to Contracts Relating to Intellectual or Industrial Property Rights", Yearbook of Private International Law, vol. X, 2008, pp. 199-219 6 under Article 4 Rome Convention and the uniform interpretation of its provisions by the courts of the Member States. The determination of which performance is characteristic (or even if it is possible to establish a performance as characteristic) was frequently a source of controversy between parties (and academics) and led to different solutions in different Member States. Such disparities arose even with regard to certain types of contracts frequently used in international business, such as exclusive distribution agreements 9 and franchise contracts. Since the determination of the characteristic performance becomes more difficult the more complex the relevant contract is, the issue was controversial concerning many contracts relating to intellectual or industrial property rights. In order to avoid or at least limit these difficulties and to reinforce legal certainty, the new Article 4 rests on a different approach concerning the role of the characteristic performance. The new Article 4 now only requires identification of the characteristic performance to determine the governing law in those cases where the contract cannot be categorised as being one of the specified types listed in the new paragraph 1 or where the elements of the contract fall within more than one of those types as provided for in the new paragraph 2. Hence, inasmuch as the contract may be characterised as falling within one of the categories of paragraph 1, the existence of conflicting views about which is the characteristic performance in those contracts loses its previous significance. In practice, the categories of contracts listed in the new paragraph 1 encompass a very significant percentage of international agreements since the list includes: sale of goods; contracts for the provision of services; contracts relating to a right in rem in immovable property or to a tenancy of immovable property; franchise contracts; distribution contracts; sale of goods by auction; and contracts concluded within regulated markets in financial instruments. Contrary to paragraphs 2 to 4 of Article 4 of the Rome Convention, Article 4(1) of the Regulation is not drafted as a series of presumptions but as rules that determine the law of the country applicable to each of those categories of contracts. The introduction of fixed rules establishing which is the governing law represents a significant evolution of Article 4 Rome Convention and, in practice, increases legal certainty especially regarding those categories of contracts in which the determination of the characteristic performance is controversial and that are now listed in Article 4(1) such as distribution and franchise contracts. The wording and complex structure of Article 4 of the Rome Convention have made possible different interpretations regarding the interaction between the presumption based on the characteristic performance and the escape clause contained in paragraph 5. 10 According to this provision, the presumptions established in paragraphs 2, 3 and 4 shall be disregarded if it appears from the circumstances as a whole that the contract is more closely connected with another country. Diverging views in regards to the interplay between the presumptions and the escape clause result in different approaches when examining the balance between P.A. De Miguel Asensio "Applicable Law in the Absence of Choice to Contracts Relating to Intellectual or Industrial Property Rights", Yearbook of Private International Law, vol. X, 2008, pp. 199-219 'conflicts justice' (proximity) and legal certainty and result in different solutions when determining the governing law to similar situations under Article 4 of the Rome Convention. The case-law concerning the application of Article 4 of the Convention provides significant examples of the influence of such divergent views in the different Member States or even between the courts of the same State.
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If a broad and flexible view is taken regarding the ability to disregard the presumptions, this may in practice seriously undermine legal certainty in the determination of the law applicable to international contracts because it may lead to a case-by-case assessment of the particular contacts that a contract has with the different countries even in the situations covered by the presumptions. That approach broadens the degree of judicial discretion by weakening the significance of the presumptions. Hence, it is no surprise that certain courts have tended to favour that interpretation. 12 By contrast, other courts have favoured an interpretation of the escape clause that stresses its nature as an exception in those cases in which one of the presumptions applies.
13 Such a view favours legal certainty and seems to be coherent with the system established in Article 4 Rome Convention and the rationale of the presumptions 14 that were introduced in the Convention to substantially limit the flexibility of the general principle established by paragraph 11 In the UK, most English decisions have opted for a weak presumption theory, disregarding the characteristic performance presumption of paragraph 2 when the characteristic performer's principal place of business is not the country of the place of performance of the characteristic obligation, see Samcrete Egypt Engineers and Contractors SAE v Land Rover Exports Ltd ([2002 25.02.1999 25.02. (NJW 1999 25.02. , at 2442 25.02. -2443 , holding that the presumption of the characteristic performance applies for international construction contracts and that a construction site cannot be regarded as a closer connection under Article 4(5); and in Spain, Audiencia Provincial de Barcelona, judgment of 21.03.2003 (JUR 2003 , considering that the law applicable to a contract of sale under Article 4 is the law of the seat of the party who is to effect the characteristic performance (seller) irrespective of the place of delivery and installation of the machines that were the subject matter of the contact. 14 See KREUZER K., 'Zur Funktion von kollisionsrechtlichen Berichtigungsnormen', in: ZfRV 1992, p. 168, at 175-176; and MARMISSE A., 1. Further, it gives specific form and objectivity to the concept of 'closest connection' which by some was considered as too vague. In this connection, it was acknowledged in the Report to the Convention that the presumption based on the characteristic performance was aimed at greatly simplifying the determination of the applicable law, and that in typical situations in which a characteristic performance may be established, seeking the place where the contract was concluded or the different places of performance and classifying them becomes superfluous.
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In order to enhance legal certainty, the wording of the new Article 4 reinforces the view that only a restrictive interpretation of the escape clause is compatible with the general objective of the Regulation. Indeed, the escape clause of Article 4(3) Rome I Regulation makes it clear that it is only to be applied in cases in which the contract is 'manifestly more closely connected with a country other than that indicated in paragraphs 1 or 2.' Additionally, paragraphs 1 and 2 are not drafted as presumptions, although their rules may be disregarded when the conditions to apply the escape clause are met. Hence, it can be concluded that, as regards the role of the escape clause, the new Article 4 mainly reviews the wording of the Rome Convention in order to make clearer its nature as an exceptional device. The final result is in line with the approach that favoured a strong presumption approach and a restrictive interpretation of the escape clause of Article 4(5) of the Convention. Therefore, the Regulation grants a certain degree of discretion to the courts, which is in contrast to the initial 2005 Proposal made by the Commission that not only envisaged the conversion of the mere presumptions into fixed rules, establishing hard-and-fast connecting factors, but also was intended to abolish the escape clause.
16

III. Significance of the Categories of Contracts Covered by Article 4(1)
Under Article 4 Rome I Regulation the first step to determine the applicable law is to assess if the contract can be categorised as being one of the specified types listed in paragraph 1. If that is the case, the applicable law is determined in accordance with the fixed rules of paragraph 1, and the resulting law can only be disregarded under the exception clause of Article 4(3) of the Regulation. The rules specified in Article 4(1) Rome I Regulation for the types of contracts listed in that provision establish fixed connecting factors that are considered the relevant elements to locate each group of contracts in the country where its centre 15 As stated in the comments on Article 4 contained in GIULIANO M. / LAGARDE P., 'Report on the Convention on the law applicable to contractual obligations' (OJ C 282, 31.10.1980 , at 1). 16 LAGARDE P., 'Remarques sur la proposition de règlement de la Commission européenne sur la loi applicable aux obligations contractuels (Rome I) ', in: Rev. crit. dr. int. pr. 2006 International Law, vol. X, 2008, pp. 199-219 9 of gravity is situated. Sometimes the criterion chosen is the habitual residence of one of the parties. Indeed, some rules make explicit the widely accepted result of applying to the relevant groups of contracts the characteristic performance concept. That is the case, in particular, with paragraph (a), which establishes that a contract for the sale of goods shall be governed by the law of the country where the seller has his habitual residence, and paragraph (b), which states that a contract for the provision of services shall be governed by the law of the country where the service provider has his habitual residence. Also, paragraphs (e) and (f) refer to the habitual residence of one of the parties as the connecting factor: a franchise contract shall be governed by the law of the country where the franchisee has his habitual residence (paragraph e); and a distribution contract shall be governed by the law of the country where the distributor has his habitual residence (paragraph f). However, these two provisions seem to have their own rationale. It results from the original Proposal by the Commission that those rules are not the product of a new consensus as to which is the characteristic performance of those types of contracts but rather reflects a choice by the drafters of the Regulation as to the appropriate connecting factor after considering especially the fact that Community law seeks to protect the franchisee and the distributor as the weaker parties.
17
The centre of gravity idea is clearly the rationale behind the connecting factors used in paragraphs (c), (d), (g) and (h) of Article 4(1) Rome I Regulation. Paragraphs (c) and (d) refer to contracts relating to a right in rem in immovable property or to a tenancy of immovable property, and state that they shall be governed by the law of the country where the property is situated; however, certain contracts relating to a tenancy of immovable property concluded for temporary private use shall be governed by the law of the country where the landlord has his habitual residence provided that the tenant has his habitual residence in the same country.
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One of the categories of contracts listed in Article 4(1) of the 2005 Proposal presented by the Commission referred to contracts relating to intellectual or industrial property rights. According to Article 4(1)(f) of the Proposal, those contracts should be governed by the law of the country in which the person who transfers or assigns the rights has his habitual residence. Such a provision was intended to establish a fixed criterion common to all contracts having as their main object the transfer or licence of intellectual or industrial property rights. The suppression during the legislative process of this provision was mainly due to the impossibility of finding a fixed rule capable of providing an adequate response to the diverse typology of IP contracts that have developed in business practice. International Law, vol. X, 2008, pp. 199-219 differences as regards the subject matter, the content, the scope of parties' obligations or the territorial reach of licenses and assignments, and the complex nature of many of the agreements that include in their object industrial or intellectual property rights, make it almost impossible to establish an appropriate solution for all of those contracts in a single rule. Additionally, the wording of the proposal was too broad because in many contracts the assignment or licence of industrial or intellectual property rights is only ancillary, especially in distribution, franchise, and joint-venture agreements. The lack of specific reference in the Regulation to these contracts may prove to be a source of uncertainty.
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Given the structure of Article 4 Rome I Regulation, the following steps should be followed in order to determine the law applicable in the absence of choice to contracts relating to intellectual or industrial property rights. First, it has to be ascertained whether the relevant contract can be categorised as falling within only one of the types of contracts set forth in Article 4(1). If the response is negative, it will be necessary to find out if it is possible to determine the habitual residence of the characteristic performer. Hence, the determination of the characteristic performance still plays a significant role in these contracts. Only if the law applicable cannot be determined on the basis of the characteristic performance criterion, then it shall be necessary to establish which country is most closely connected with the contract. Finally, the law applicable by virtue of these rules may be disregarded in exceptional cases by virtue of the escape clause of Article 4(3) of the Rome I Regulation.
As regards the first step, several categories of contracts listed in Article 4(1) may be relevant when determining the law applicable to contracts having as their subject matter intellectual or industrial property rights. In particular, franchise agreements are complex contracts that typically include in their object the licensing of certain exclusive rights (such as trademarks or copyrights) and also know-how. The inclusion of a special rule on franchise contracts in Article 4(1)(e) and the lack of a rule on IP contracts determines the applicability of the special provision to all franchise contracts, including master franchise agreements, irrespective of the presence of intellectual or industrial property rights in the object of the contract. Under the fixed rule of paragraph (e), the law applicable shall be that of the country where the franchisee has his habitual residence. As already noted, this fixed rule, which aimed also at enhancing the protection of franchisees who have been typically viewed as weaker parties, shall contribute to increase the predictability of the law applicable to franchise contracts, since under the system of the Rome Convention, the determination of the party required to effect the characteristic performance and the identification of a characteristic performance in these contracts were especially uncertain and controversial. International Law, vol. X, 2008, pp. 199-219 As already stated with respect to franchising, inasmuch as an agreement falls within the category of a distribution contract in the terms of Article 4(1)(f ) Rome I Regulation, the criteria that the contract shall be governed by the law of the country where the distributor has his habitual residence applies irrespective of the presence of IP rights in its subject matter. The possible classification of contracts relating to intellectual or industrial property rights as contracts for the provision of services in order to be covered by Article 4(1)(b) Rome I Regulation may raise additional uncertainty. Under that rule, a contract for the provision of services shall be governed by the law of the country where the service provider has his habitual residence. The Rome I Regulation seems to be based on a broad understanding of service contracts since its Preamble states that franchise and distribution contracts are contracts for services even though they are the subject of specific rules. 22 Since there are no special rules for contracts relating to intellectual or industrial property rights under Article 4.1 of the Regulation, paragraph (b) should be decisive to the extent that contracts relating to those rights are to be regarded as contracts for services in the context of that provision. With respect to the interpretation of the concept of provision of services in Article 4.1 Rome I Regulation, its Preamble also stresses that it should be interpreted in the same way as when applying Article 5 of Regulation 44/2001 insofar as provision of services is covered by that Regulation. Given these facts, a reference for a preliminary ruling from the Oberster Gerichtshof (Austria) lodged on 29 November 2007 and currently pending before the European Court of Justice (ECJ) may be of special interest in this connection. 23 The first question referred to the ECJ seeks to clarify whether a licence agreement -a contract under which the owner of an incorporeal right grants the other contracting party the right to use that right -is a contract regarding 'the provision of services' within the meaning of Article 5(1)(b) of the Brussels I Regulation or not. The view that licensing contracts in general are contracts for the provision of services could result in a concept of contract for services much broader than the one originally envisaged by the drafters of the Brussels I and Rome I Regulations, especially in those situations in which the licensor only grants the right to use the object of the licence and does not perform any additional activity, as stressed by AG Trstenjak in her Opinion in case C-533/07. However, it is important to note that the typology of contracts relating to intellectual or industrial property rights is very diverse and encompasses agreements that may be classified as contracts for the provision of services in the context both of Article 5(1)(b) Brussels I Regulation and Article 4(1)(b) Rome I Regulation. That should be the case for agreements where the permission for use granted to the licensee by the owner of the IP right is functionally subordinate to the main obligation of one of the parties to provide certain services to the other party. For instance, it may happen that a contract combines a patent licence with the obligation of the licensor to provide technical assistance and train the licensee's personnel in a much broader 22 See paragraph 17 of the Preamble. International Law, vol. X, 2008, pp. 199-219 technological area so that in fact the obligations relating to the patent licence are economically and functionally less significant than the promise to provide services to the other party. Such characterization may also be appropriate for some categories of research and development agreements in which the researcher or developer is granted the right to use technology owned by the other party.
Regardless of the presence of licensing or assigning obligations, to the extent that the research or development obligations of one of the parties are envisaged as the main object of the contract, it may be possible to characterize it as a contract for the provision of services falling within the scope of Article 4(1)(b) Rome I Regulation. Notwithstanding the relevant differences as to the structure and contents of the agreements, the same result may be appropriate with respect to certain software development agreements. To the extent that the relevant contract may be classified as a contract for the provision of services under Article 4(1), the law applicable should be the law of the country where the service provider has his habitual residence. It may also occur that contracts relating to intellectual or industrial property rights in certain categories of licences fall at the same time within both the category of contracts for the provision of services and other types of contracts specified in Article 4(1) of the Rome I Regulation. That may be the case of a so-called production and supply contract with respect to patented products. This kind of contract is characterized as a production license without a marketing and sales license within the framework of a supply contract. The licensee is obliged to produce certain products using the technology of the licensor and to supply the products to the licensor who in turn promises to buy all of the products made by the licensee who is not visible in the market as an independent supplier. 24 Given these features, although the agreement comprises a licence in the framework of Article 4(1) Rome I Regulation, it seems to fall in part within the contract for the sale of goods classification -as regards the obligation to supply the goods -and in part a contract for the provision of services -concerning the production of the goods by the licensee.
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According to Article 4(2) Rome I Regulation, where the contract is not covered by paragraph 1 or where the elements of the contract would be covered by more than one of points (a) to (h) of paragraph 1, the contract shall be governed by the law of the country where the party required to effect the characteristic performance of the contract has his habitual residence. The Preamble of the Regulation states in paragraph 19 that in the case of a contract consisting of a bundle of rights and obligations falling within more than one of the types of contracts listed in paragraph 1, the characteristic performance of the contract should be determined according to its centre of gravity. In a contract such as the production and supply 24 PAGENBERG J. / GEISSLER B., Lizenzverträge, (License Agreements), 3 rd ed., Köln 1991, at 306-329. 25 In the context of Article 5(1) Brussels I Regulation, the qualification of contracts concerning the delivery of goods to be produced and delivered to the other party in accordance with its specifications as sale of goods or provision of services remains controversial, pending a preliminary ruling on that issue referred to the ECJ by the Bundesgerichtshof (Germany) on 09.07.08.
P.A. De Miguel Asensio "Applicable Law in the Absence of Choice to Contracts Relating to Intellectual or Industrial
Property Rights", Yearbook of Private International Law, vol. X, 2008, pp. 199-219 13 agreement mentioned above, the fact that both paragraph (a) -sale of goods -and paragraph (b) -provision of services -lead to the application of the law of the country of the habitual residence of the same party -the producer or supplier who is also the licensee -makes it possible to identify that party as the one who is to effect the characteristic performance in such a contract for the purposes of Article 4(2) Rome I Regulation.
IV. Characteristic Performance
Article 4(2) Rome I Regulation does not provide any indications on how to establish what party is to effect the characteristic performance of a given contract. The comments on Article 4 in the Report on the 1980 Rome Convention stressed that recourse to the characteristic performance defines the connecting factor of the contract from the inside based on elements related to the essence of the obligation and on the function that the legal relationship involved fulfils in the economic and social life of any country. Concerning the determination of the characteristic performance, the Report stated that in bilateral contracts whereby the parties undertake mutual reciprocal performances, the counter-performance by one of the parties usually takes the form of money and this is not the characteristic performance. It is the performance for which the payment is due -such as the delivery of goods, the granting of the right to make use of an item of property, the provision of a service, transport, insurance, banking operations, etc. -which usually constitutes the centre of gravity and the socio-economic function of the contractual transaction. Aiming to simplify the determination of the governing law, Articles 4(2) of the Convention and the Regulation locate the characteristic performance in order to establish the relevant connecting factor at the habitual residence of the party liable for its performance at the time of the conclusion of the contract. 26 Hence, the determination of the applicable law under paragraph 2 is not dependent upon the place of performance that may be more difficult to establish. Intellectual or industrial property rights may be involved in agreements in different forms. They may be the main or sole object of a simple or mixed licence or transfer agreement, but they may also be part of a package deal of other contracts, such as an engineering contract or a joint-venture agreement. As regards the basic types of contracts relating to intellectual or industrial property rights, the prevailing view is that it is possible to determine the performance of one of the parties as characteristic. Simple transfer or assignment of rights and simple li-cences are considered to be the basic types of contracts in this area. Transfer equals assignment of ownership, and licence equals granting the right to use. By contrast to licence agreements, the transferee wishes to acquire the IP right and not only to participate in its use. Therefore, transfer of IP rights resembles sale contracts and licence is similar to the concept of lease. The basic idea of licensing agreements is that the owner of an exclusive IP right or know-how permits the licensee to enjoy it in return for payment. Hence, the licensor confers the right to use a species of technology, or the subject matter of another IP right, and the licensee seeks to participate in the legal or effective exclusivity of the licensor. As industrial and intellectual property rights consist of a bundle of rights, the bundle may be split into its component parts for the purpose of licensing. Contrary to simple transfer or simple licence, mixed agreements combine in their object more than one type of subject matter, such as patent, design, trademarks or copyright. Mixed licences whose subject matter includes patents and unpatented secret technology (know-how) are also very common. The prevailing opinion is that the party who is to effect the characteristic performance in typical assignment or transfer of rights contracts is the assignor or transferor. 27 Characteristic is the performance of ceding the exclusive right to which the legal protection is bound. Also, it is widely accepted that the characteristic performance in basic licence contracts whose content consists of the permission granted by the owner of the IP right (or know-how) to enjoy it in return for payment is that of the licensor. 28 With regards to authors' rights this criterion has the advantage of referring to the law of the country in which the author has his residence and hence leads typically to the application of the law of the country of residence of the party who is considered the weaker party. Furthermore, it is noteworthy that the Report on the 1980 Rome Convention mentions as an example that in bilateral contracts in which the counter-performance by one of the parties takes the form of money, it is clear that 'the granting of the right to make use of an item of property' by the other party is the characteristic performance. This criterion decisively influenced Article 4(1)(f) of the 2005 Rome I Proposal, and its Explanatory Memorandum insisted on the idea that the determination of the characteristic performance was controversial for distribution and franchise contracts but not in the case of contracts relating to IP rights.
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Such a view has been countered by arguing that in most licence agreements the licensee's obligations go far beyond the payment of money, and hence, the licensee is the characteristic performer. 30 Usually licensor and licensee enter into additional obligations including but not limited to issues such as registration of the license, technical assistance, warranties and guarantees, obligation to use, infringement reports and actions, quality control, changes and improvements, sublicenses, supply of goods, marking, marketing, confidentiality. In this connection, the following view has gained acceptance: to the extent that the license is exclusive or the licensee assumes the obligation to exploit the subject matter of the contract (patent, trademark, know-how, copyright, etc.), the licensee is the party who effects the characteristic performance.
31 Due to the complex nature of licence agreements it has also been advocated that determining the characteristic performance requires a case by case analysis.
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In the framework of Article 4 Rome I Regulation, it is particularly noteworthy that the view that the transferor or licensor is the party who assumes the characteristic performance seems in line with the main features of the characteristic performance doctrine as stated by its creators. 33 In fact, those who favour the application of the law of the licensee or the place of exploitation have traditionally criticized the characteristic performance doctrine as leading to unfair results that strengthen the dominant position of the providers of technology in the context of contracts relating to industrial property rights. 34 Nonetheless, recourse to the characteristic performance has been the choice made by the EU legislator in Article 4(2) Rome I Regulation. Additionally, reference to the characteristic performance in Article 4 has to be interpreted in such a way as to ensure the basic aim of the Regulation that the conflict-of-law rules are highly predictable. In this regard, a systematic interpretation of that provision in accordance with the doctrine of the characteristic performance favours the view that the law of the habitual residence of the transferor or licensor shall normally be the decisive factor under Article 4(2). The idea that if the licence is exclusive or the licensee is obliged to exploit the licensed rights, he should always be considered under Article 4(2) the party who effects the characteristic performance seems to raise significant difficulties. The criterion based on the exclusive character of the licence does not seem reliable and in certain cases it is not possible to decide that issue without consulting the 29 COM (2005) Cours 1986, t. 196, at 239 and 315. law of the contract. Concerning the obligation to exploit, it is noteworthy that the existence of such an obligation is basically linked to the way in which the price is determined. Such an obligation may or may not be included in the contract simply depending on the drafting of other clauses that may ensure the licensor a minimum payment regardless of the effective exploitation by the licensee. A significant disadvantage of making the law of the contract dependent on the obligation to exploit is that the governing law -the lex contractus but also in some situations the lex loci protectionis applicable to determine the transferability of the IP rights and the conditions under which a licence can be granted -may be decisive determining if such an obligation exists. Hence, that criterion may prove a source of uncertainty inasmuch as the law applicable to the contract depends on an issue that is to be decided under that law. To determine the law of the contract, it is necessary to establish if the contract includes an obligation to exploit; however, that is an issue to be determined under the law applicable to the contract. Thus, this criterion may lead to a vicious circle.
35 Indeed, the determination and extent of such obligation varies between legal systems and in most legal systems is a controversial issue not always easy to ascertain.
36 Additionally, such a view seems to contradict the basic idea -stated, for instance, in the report to the 1980 Rome Convention -that under the characteristic performance doctrine in a bilateral contract in which the main obligation of one party is to grant the right to make use of an item of property it is the grantor who effects the characteristic performance. It is clear that those contracts are typically concluded because the other party intends to use the item and that is also common in transfer and licences of IP rights. Furthermore, although the traditional patent licensing contract refers to the permission by the licensor to use or exploit the rights and the obligation not to assert infringement claims based on those rights against the licensee, the licensor usually has to afford the licensee every assistance in the exercise of the right to use he has provided. The licensor additionally usually has to provide guarantees as to the IP rights. That result also seems particularly clear in the case of agreements aimed at providing technical assistance to the licensee because they typically include obligations such as training of technicians and production counselling. Further, in regards to know-how licence agreements, the view of a mere waiver by the licensor of (unfair competition) claims is never appropriate due to the secret nature of the knowledge. Even if understood broadly as covering non-secret technology, these contracts focus on the transfer of technical knowledge and skills because the licensee is not able to use the technology without assistance. 37 Notwithstanding the idea that the assignor or the licensor is in principle the party that effects the characteristic performance in a contract having as its main subject International Law, vol. X, 2008, pp. 199-219 matter the assignment or license of an intellectual or industrial property right, it is important to note that the typology of contracts relating to intellectual or industrial property rights is very diverse. In practice, these contracts include categories of agreements in which the characteristic performance corresponds to the other party, contracts in which no characteristic performance can be determined, and contracts that are manifestly more closely connected with a country rather than that of the habitual residence of the transferor or licensor. When making the determination of the characteristic performance, it may happen that the licensing or even the transfer of rights is functionally subordinate to activities or obligations that the other party has to effect under the terms of the contract. Under those circumstances, typically it will be possible to establish that the other party is the characteristic performer. That may be the case with development contracts 38 or production and supply contracts. As noted earlier in the framework of Article 4 those contracts may qualify as contracts for the provision of services or supply of goods and be covered by paragraph 1. For instance, that may also be the case with certain adaptation or translation agreements in which the author is the party who authorises the adaptation but the other party is who effects the characteristic performance. Additionally, in the case of publishing agreements under the relevant national provisions, they constitute a type of contract different from licensing contracts and have their own essential characteristic. The publishing house organizes the reproduction and distribution of the work. It is the publisher who usually is the only party acting in the course of his trade or profession and his performances are the most relevant when considering the function which the legal relationship involved fulfils in the economic and social life of any country. In typical situations, the performance of the publisher is the economic purpose of the contract. Therefore, it seems reasonable to conclude that under those circumstances the publisher is the party that effects the characteristic performance.
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Furthermore, given the complex nature of certain agreements the best way to avoid arbitrary or forced solutions is to accept the limitations of the characteristic performance doctrine. 40 Indeed, in very complex contracts whose structure and content has little in common with typical transfer or licence agreements, it seems appropriate to conclude that it is not possible to determine the party who is to effect the characteristic performance. That may be the case, for instance, in certain agreements which are common in the software industry, such as joint development agreements or developer-publisher licence agreements involving close cooperation between the developer and the publisher even before the development begins. International Law, vol. X, 2008, pp. 199-219 18
V. Recourse to the Escape Clause
Even if a contract falls within one of the categories listed in paragraph 1 or if it is possible to determine its characteristic performance, the law indicated in Article 4 paragraphs 1 and 2 shall not apply if the contract is manifestly more closely connected with another country. Although the functioning of the escape clause requires restraint to ensure reasonable certainty, such clause may be relevant in an important number of situations concerning contracts relating to intellectual or industrial property rights. In the context of Article 4 Rome I Regulation, the key issue to be addressed is if, in situations that fall within paragraph 1 or the characteristic performance can be determined, it is possible to establish that certain contracts relating to intellectual or industrial property rights are manifestly more closely connected with another country pursuant to the terms of paragraph 3. In order to determine if such a manifestly closer connection exists, a relevant factor is the existence of a very close relationship of the contract in question with another contract or contracts, as stated in the Preamble to the Rome I Regulation (paragraph 20). This element may be relevant in situations where international transfer or licence of IP rights are a part of a broader and more complex project arranged through a number of contracts. Under those circumstances, it is possible that there are good practical reasons for deciding that the various contracts arising out of the project were governed by the law of the same country. 41 For instance, it may happen that a licence agreement appears as functionally subordinate or accessory to the main agreement that covers the central aspects of the cooperation project. Where a choice of law has not been made by the parties in the licence agreement, its relationship with the other contracts arising out of the project may be relevant in the context of Article 4(3). Such relationship may be the basis to disregard the law applicable to the licence contract resulting from Article 4(2) and to appreciate that a manifestly closer connection exists with the law applicable to the other contract(s) concerning the project, so that inasmuch as possible the same law applies to the whole deal. When analyzing agreements whose main object is the transfer or licence of an intellectual or industrial property right, it is important to note that the specific nature of intellectual and industrial property rights may decisively affect the existence of special links between the contract and one country. The view that contracts whose object is industrial or intellectual property rights of one country are clearly most closely connected with that country (country of protection) has found significant acceptance. 42 These exclusive rights are limited to specific territories and to the extent that a contract only refers to rights of a single country, it is certain that most facts and activities relevant to the performance of the contract shall always take place in the country of protection. The scope and effects of those rights are limited to the territory of the state that grants them, and hence, they can only be exploited within the country of protection. In the case of rights subject to registration, as is common in the field of industrial property rights, the integration of the subject matter in the social and economic sphere of the country of registration is especially clear. Nonetheless, such integration and special relationship with the country of protection is also present in the case of intellectual or industrial property rights not subject to registration due to them also being territorial. The implementation of the contract requires that both parties perform continuous obligations in that territory. Additionally, the law of protection, as a consequence of the mandatory conflict-of-law rules on intellectual or industrial property rights, shall govern certain issues relevant to the contract regardless of the law of the contract. Those issues usually cover, 43 in particular: the existence, validity, duration, scope and contents of the exclusive rights; whether and under what conditions a right may be transferred; the conditions under which licences can be granted, and; whether and under what conditions a transfer or licence is effective against third parties. 44 Given that a breach of contract may take the licensee's activity into the area of infringement, there is significant interplay between the law of the contract and the law applicable to non-contractual obligations. Furthermore, because the main obligations arising out of the contract have to be performed in the country of protection, overriding mandatory provisions of that country such as antitrust laws are normally applicable to the contract due to its close connection with that country. In the case of agreements on copyright, specific rules establishing limits on transferability and the extent and conditions of transfers and licences are an important part of national copyright legislation aimed at protecting the author as the weaker party in typical contractual situations. Such provisions usually fall under the scope of application of the lex loci protectionis as a result of the conflict-of-law rules on intellectual property rights and therefore apply regardless of the law applicable to the contract. 45 That approach ensures the protection of authors in international contracts. Given this situation, it can be concluded that the contract is to a great extent manifestly integrated in the sphere of the country of protection. The idea that transfer and licence contracts whose subject matter is industrial or intellectual property rights of only one country are manifestly more closely connected with the country of protection may to a certain extent be founded on the same rationale as the special rule on contracts to a right in rem in immovable property or to a tenancy of immovable property.
46 Under Article 4(1)(c) Rome I Regulation, those contracts shall be governed by the law of the country where the property is situated. The rule is based on the idea that, given its subject matter, the centre of gravity of those contracts is located in that country. A clearly closest connection with the sole country of protection cannot be established under Article 4(3) in situations where the contract has special links with another country. For instance, this may be the case when licensor and licensee have their common habitual residence in a country other than the country of protection of the licensed rights. The idea that under Article 4(3) the law applicable to contracts relating to intellectual or industrial property rights of only one country shall be the law of protection may raise certain problems. It has been stressed that such an approach leads to different solutions for one-country and multi-country licence agreements. 47 Nonetheless, such diverse treatment seems reasonable to the extent that only in the case of one-country IP contracts a manifest more closely connection with the sole country of protection can typically be established. Also, the special rule of Article 4(1)(c) applies to the extent that a contract relates to immovable property located only in one country, although multi-country agreements on immovable property are less frequent. It also results in a criterion that, in typical situations, is easy to determine and apply. In principle, the close connection with the country of protection is not functional with respect to contracts relating to supranational IP rights such as Community trademarks, although its rationale may be influential as regards the application of Article 4(3) and 4(4) to those contracts. With a view to extend a similar approach to multi-state licence agreements, it has been argued that sometimes it is possible to identify one of the protecting countries as the primary country of protection and exploitation. If the essential acts of production, exploitation and marketing take place in one of the protecting countries, that almost always is also the place of the seat of the licensee. 48 However, in cases where a characteristic performance can be determined, recourse to the escape clause is to be limited to exceptional circumstances and hence should apply only to the extent that it is undisputed that the so-called primary country of protection is clearly most closely connected with the contract than is the country of the habitual residence of the characteristic performer. It has also been noted that application of the law of protection to one-country intellectual or industrial property contracts under Article 4(3) leads to the application of different connecting factors to one-country patent contracts and to know-how agreements. That may pose difficulties given that in practice mixed licences whose subject matter includes know-how and patents or other IP rights are very common.
49 However, differences as to their subject matter between patent agreements and know-how agreements may justify the diverse results in the application of Article 4 Rome I Regulation due to the fact that only one-country patent agreements can present the connection with the country of protection required under Article 4(3). Thus, mixed patent and know-how licences may combine obligations falling within categories of contracts (one-country patent licences and know-how licences) to which different connecting factors may apply under Article 4. Given the function of Article 4(3), only to the extent that exclusive industrial or intellectual property rights (and not know-how) are clearly the main object of the contract, a manifestly more closely connection with the law of the protecting country can be established in the case of mixed contracts that include know-how and industrial or intellectual property rights of a single country. Otherwise, the law of the habitual residence of the party who is to effect the characteristic performance should apply.
VI. Determination of the Country with the Closest Connection to the Contract
Article 4(4) Rome I Regulation establishes a flexible default rule based on the location of the centre of gravity or the most significant relationship of the contract in line with Article 4(5) Rome Convention. That provision provides the formula to determine the law of the contract in the absence of choice, where the applicable law cannot be determined under Article 4(1) of the Regulation, since the contract cannot be categorised as one of the specified types nor under paragraph 2 because it is not possible to determine the country of habitual residence of the party required to effect the characteristic performance. In these situations the governing law shall be the law of the country with which the contract is most closely connected. Such situations may be frequent in the field of contracts relating to industrial or intellectual property rights to the extent that in some of these contracts the characteristic performance may be impossible to determine. That is the case of socalled reciprocal agreements or licence exchange contracts. These agreements are usually concluded between parties who mutually waive their industrial property rights because they cannot perform their activities without infringing on each other's rights. Therefore, the two parties grant each other a licence; usually, these licences concern similar IP rights. It is thus impossible to single out the main performance of one of the parties as characteristic. Additionally, transfer and licences of industrial or intellectual property rights take place many times as part of the subject matter of a complex agreement that combines in a single contract a bundle of rights and obligations typical of different categories of contracts. For instance, this may be the case in certain cooperation contracts. As noted earlier, in complex contracts whose structure and content has little in common with typical transfer or licence agreements, it is usually not possible to determine the party who is to effect the characteristic performance. The Rome I Regulation does not provide in principle any criteria to determine the country with which the contract is most closely connected under paragraph 4. Its Preamble also stresses in this connection the idea that account should be taken, inter alia, of whether the contract in question has a very close relationship with another contract or contracts. In general terms, not only a single circumstance is decisive and a wide range of factors must be taken into consideration. With a view to determining certain factors that must be taken into account and weighing them, it is important to consider that the ideas on which the rules established in Article 4 paragraphs 1 and 2 are based should play a significant role because they are considered as the most relevant elements indicating the centre of gravity of the international contracts in the contracts they cover.
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Therefore, the most significant factors include the place of residence or business of the parties and their nationality, which may be decisive if both are residents of the same country or are of the same nationality. It may also be very important to consider the subject-matter of the contract and the place of performance if the contract is more integrated in the social and economic sphere of one country. These factors may be decisive if the contract only covers industrial or intellectual property rights of one country or if it possible to determine a so-called primary country of protection. Other relevant factors to be considered include the structure and content of the contract, the place where the negotiations have been held, and the place of contracting.
